REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON MSUNDUZI MUNICIPALITY 

REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying consolidated and separate financial statements of the 
Msunduzi Municipality, which comprise the consolidated and separate statements of 
financial position as at 30 June 2011, and the consolidated and separate statements of 
financial performance, statement of changes in net assets and cash flow statement for 
the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages xx to xx. 

Accounting officer’s responsibility for the consolidated financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
consolidated and separate financial statements in accordance with the South African 
Standards of Generally Recognised Accounting Practice (SA Standards of GRAP) and 
the requirements of the Local Government: Municipal Finance Management Act of South 
Africa, 2003 (Act No. 56 of 2003) (MFMA), and the Division of Revenue Act of South Africa, 
2010 (Act No. 1 of 2010) (DORA), and for such internal control as management 
determines necessary to enable the preparation of consolidated and separate financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-general’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion 
on these consolidated and separate financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and 
General Notice No. 1111 of 2010 issued in Government Gazette No. 33872 of 15 
December 2010. Those standards require that I comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance that the consolidated and 
separate financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated and separate financial statements. The procedures 
selected depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the consolidated and separate financial statements, whether 
due to fraud or error. In making those risk assessments, the auditor considers internal 
control relevant to the entity’s preparation and fair presentation of the consolidated and 
separate financial statements in order to design audit procedures that are appropriate in 
the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the consolidated and 
separate financial statements. 



6. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 


Opinion 

7. In my opinion, the consolidated and separate financial statements present fairly, in all 
material respects, the financial position of the Msunduzi Municipality and its subsidiary 
as at 30 June 2011 and their financial performance and cash flov\/s for the year then 
ended, in accordance with the SA Standards of GRAP and the requirements of the 
MFMA and DORA. 

Emphasis of matters 

8. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Irregular expenditure 

9. As disclosed in note 47 to the financial statements, irregular expenditure amounting to 
R37, 212 million was incurred mainly as a result of contracts awarded to suppliers, which 
was in contravention of the Local Government: Municipal Supply Chain Management 
Regulations (GNR 868 of 30 May 2005 (Municipal SCM Regulations). 

Restatement of corresponding figures 

10. As disclosed in note 45 to the financial statements, the corresponding figures for the 
year ended 30 June 2010 have been restated as a result of errors discovered during the 
year ended 30 June 2011. 

Material losses 

11. As disclosed in note 51 to the financial statements, the municipality incurred significant 
electricity losses of R82, 413 million (199 561 792 kilowatts) and water losses of R75, 

459 million (21 422 003 kilolitres) during the year. Allowance for debt impairment 
amounted to R525, 990 million as disclosed in note 5 to the financial statements. 


Unauthorised expenditure 

12. As disclosed in note 49 to the financial statements, unauthorised expenditure of R136, 
961 million was incurred as a result of under budgeting of finance charges, depreciation 
and asset impairment. 


Going concern 

13. As disclosed in note 55 to the financial statements, the municipality experienced serious 
financial challenges during the previous reporting period and it is still an assumption that 
it will take some time for the municipality to recover. There is significant pressure on the 
municipality’s liquidity ratio and financial sustainability, and these conditions along with 



other matters as set forth in note 55, indicate the existence of a material uncertainty that 
may cast significant doubt on the municipality’s ability to operate as going concern. 


Material under spending of the budget 

14. As disclosed in note 57 to the financial statements, the municipality has materially under 
spent its capital budget to the amount of R235, 361 million. As a consequence the 
municipality has not achieved its objectives of Service Delivery and Infrastructure 
Development and Community and Social Services. 


Additional matter 

15. 1 draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

16. The supplementary information set out on pages xx to xx does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

17. In accordance with the PAA and in terms of General Notice No. 1111 of 2010, issued in 
Government Gazette No. 33872 of 15 December 2010, I include below my findings on 
the annual performance report as set out on pages xx to xx and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 

Usefulness of information 

18. The following criterion is relevant to the findings below: 

• Measurability: Indicators are well-defined and verifiable, and targets are specific, 
measurable and time-bound 

19. The following audit findings relates to the above criterion: 

Planned and reported indicators/measures are not well defined 

20. For the selected objective: Service delivery and infrastructure development and 
community and social services, all of the planned and reported key performance 
indicators (KPIs) were not clear, with an unambiguous definition to allow for data to be 
collected consistently. 

Planned and reported targets are not specific, measurable and time bound 

21. For the selected objective: Service delivery and infrastructure development and 
community and social services, 76% of the planned and reported targets were not: 

• specific in clearly identifying the nature and the required level of performance 



measurable in identifying the required performance 

time bound in specifying the time period or deadline for delivery. 


Reliability of information 

22. The following criteria are relevant to the findings below: 

• Validity: Actual reported performance has occurred and pertains to the entity. 

• Accuracy: Amounts, numbers and other data relating to reported actual performance 
have been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have 
been included in the annual performance report. 


The following audit findings relate to the above criteria: 


The content of the integrated development plan is incomplete 

23. The integrated development plan did not include the key performance indicators and 
performance targets determined in terms of its performance management system, as 
required by sections 26(i) and 41(l)(b) of the Municipal Systems Act of South Africa, 
2000 (Act No. 32 of 2000) (MSA) and regulation 12 of the Local Government: Municipal 
Planning and Performance Management Regulations, 2001. 


The validity, accuracy and completeness of reported performance against targets could 
not be confirmed as inadequate source information was provided. 

24. For the reported targets relating to basic service delivery and municipal transformation 
and institutional development, that are material by nature, the validity, accuracy and 
completeness of the reported performance against targets could not be established as 
relevant source documentation could not be provided for audit purposes. 

Compliance with laws and regulations 

Strategic planning and performance management 

25. The municipality did not timeously adopt and implement a framework that describes and 
represents how the municipality’s cycle and processes of performance planning, 
monitoring, measurement, review, reporting and improvement will be conducted, 
organised and managed, including determining the roles of the different role players as 
required by section 38, 39, 40 and 41 of the MSA and Local Government: Municipal 
Planning and Performance Management Regulations 7 and 8. 


Annual financial statements 

26. The financial statements submitted for auditing were not prepared, in all material 
respects, in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of current assets, current liabilities, disclosure of contingent liabilities and 



investment property, irregular expenditure and employee costs identified by the auditors 
were subsequently corrected. 


Audit committee 

27. The audit committee did not function as required by section 166 of the MFMA, in that: 

• It did not advise the municipal council, political office-bearers, the accounting 
officer and the management staff of the municipality, as required by section 
166(2)(a) of the MFMA, on matters relating to internal financial control and 
internal audits, risk management, accounting policies, performance 
management, effective governance, compliance with applicable legislation and 
performance evaluation. 

• It did not respond to the council on any issues raised by the Auditor-General in 
the audit report. 

• It did not meet at least four times a year. 

28. The audit committee functioning as the performance audit committee did not perform the 
following, as required by Municipal Planning and Performance Management Regulation 
14 : 

• Meet at least twice during the financial year 

• Review the quarterly reports of the internal auditors on their audits of the 
performance measurements of the municipality 

• Review the municipality’s performance management system and make 
recommendations in this regard to the council of the municipality 

• Submit an auditor’s report to the council regarding the performance management 
system at least twice during the financial year 


Internal audit unit 

29. The internal audit unit did not function as required by section 165(2) of the MFMA, in 
that: 

• It did not prepare a risk-based audit plan and an internal audit programme for the 
financial year under review. 

• It did not report to the audit committee on the implementation of the internal audit 
plan. 

• It did not advise the accounting officer and report to the audit committee on 
matters relating to internal audit, internal controls, accounting procedures and 
practices, risk and risk management, loss control and compliance with applicable 
legislation. 

30. The internal auditors of the municipality did not audit the performance measurements on 
a continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee as required by Municipal Planning and 
Performance Management Regulation 14. 



Expenditure management 

31. Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 

32. The accounting officer did not take reasonable steps to prevent unauthorised, irregular 
as well as fruitless and wasteful expenditure, as required by section 62(l)(d) of the 
MFMA. 

33. The municipality did not recover unauthorised, irregular or fruitless and wasteful 
expenditure from the liable person, as required by section 32(2) of the MFMA. 

Procurement and contract management 

34. The performance of contractors or providers was not monitored on a monthly basis as 
required by section 116(2)(b) of the MFMA. 

35. Awards were made to providers that are persons in service of the municipality and other 
state institutions in contravention of the requirements of SCM regulations 44. 
Furthermore, the provider failed to declare that they are in the service of the state as 
required by SCM regulation 13(c). 

36. Certain contracts were extended or modified to the extent that competitive bidding 
processes were being circumvented contrary to the requirement of a fair supply chain 
management system in section 112 of the MFMA. 

37. Certain contracts were extended without tabling the reasons for the proposed 
amendment in the council of the municipality as required by section 116(3) of the MFMA. 

Revenue management 

38. A credit control and debt collection policy was not implemented as required by section 
96(b) of the MSA. 


Financial and risk management 

39. The accounting officer did not comply with his legislative responsibility of managing the 
financial administration by taking reasonable steps to ensure that the municipality had 
and maintained effective, efficient and transparent systems of financial and risk 
management and internal controls as per the requirements of section 62(l)(c)(i) of the 
MFMA as risk assessments were not conducted for the period under review. 


Human resource management and compensation 

40. Acting senior managers directly accountable to the municipal manager did not sign 
annual performance agreements for the year under review, as required by sections 
57(l)(b) and 57(2)(a) of the MSA. 

41. Contrary to the requirements of section 10(l)(b) of the Basic Conditions of Employment 
Act, 1997 (Act No. 75 of 1997) of South Africa (BCEA), working hours exceeded the 
prescribed norms. 

INTERNAL CONTROL 


42. In accordance with the PAA and in terms of General Notice No. 1111 of 2010, issued in 
Government Gazette No. 33872 of 15 December 2010, I considered internal control 



relevant to my audit, but not for the purpose of expressing an opinion on the 
effectiveness of internal control. The matters reported below are limited to the significant 
deficiencies that resulted in the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 


Leadership 

43. The accounting officer does not exercise adequate oversight responsibility regarding 
financial and performance reporting, compliance with laws and regulations and related 
internal controls. Effective human resource management is not implemented to ensure 
that adequate resources are in place. Monitoring of the implementation of action plans to 
address internal control deficiencies is not undertaken. An information systems 
governance framework that supports and enables the business, delivers value and 
improves performance has not been established. 


Financial and performance management 

44. Proper record keeping is not implemented to ensure that complete, relevant and 
accurate information is available to support financial and performance reporting. 
Management does not prepare accurate and complete financial and performance reports 
that are supported and evidenced by reliable information. Adequate review and 
monitoring over compliance with applicable laws and regulations is not undertaken. 

Governance 

45. Appropriate risk management activities to ensure that regular risk assessments are 
undertaken, are not performed. A risk strategy to address risks is not developed and 
monitored. The municipality does not have an adequately resourced and an effectively 
functioning internal audit unit that identifies internal control deficiencies and 
recommends corrective action effectively. The audit committee does not promote 
accountability and service delivery through evaluating and monitoring risks and providing 
oversight over the effectiveness of the internal control environment, including 
performance reporting and compliance with laws and regulations. 


OTHER REPORTS 
Investigations 

46. Investigations on the allegation of misconduct against senior managers, managers and 
other employees are in progress by the provincial intervention team. Completed 
investigations resulted in criminal proceedings being instituted against fourteen 
employees. 



Performance audit 

47. A transversal performance audit on the readiness of government institutions to report on 
its performance information is in progress. The municipality has been selected as part of 
this pilot project which will be conducted from 15 October 2011 to 31 March 2012. 


Pietermaritzburg 
30 November 2011 



AUDITOR-GENERAL 


SOUTH AFRICA 


Auditing to build public confidence 


